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KEY ECONOMIC INDICATORS 


All values in million 
U.S. $ unless other- Exchange Rate (11/30/73) 
wise indicated U.S. $1.00 = M$ 2.40 


Jan-Jun Jan-Jun % Change 
ITEM 1972 1973 Jan-Jun 72/73 


INCOME, PRODUCTION, 
EMPLOYMENT 


GNP at Current 
Prices 5,497.5 
Total Fixed In- 
vestment 1,427 09 
Agricultural Pro- 
duction Index 109.0 
(1970 = 100) 
Industrial Pro- 
duction Index 
(1968 = 100) 131.0 
Manufacturing 154.1 
Electricity 138.7 
Average Rate Un- 
employment 7.4 


MONEY AND PRICES 


Money Supply Liaoaeo 
Public Debt 3,016.0 
External Debt 584.7 
Commercial Bank 

Minimum Advance 

Rates, General tao 
Consumer Price In- 

dex (1967=100) 107.8 


Estimates for year 1973. 
Average for Jan-May 1973. 
Percent of change for year 1972/Est. year 1973 





Jan-Jun % Change 
ITEM 1973 Jan-Jun 72/73 


BALANCE OF PAYMENTS 
AND TRADE 


Gold and Foreign Ex- 
change 1,007.3 933.6 1,158.3 
Net External Re- 
serves 1,219.3 1,179.8 1,314.1 
Balance of Payments 37.9 ~ 208.3 
Gross Exports, f.o.b. 2,015. 952.5 
Gross Imports, c.i.f. 1,923.1 907.9 
Trade Balance 92.2 44.6 
Value of Major Ex- 
ports 
Rubber 540.8 257.8 
Saw Logs 245.4 109.6 
Sawn Timber 115.9 46.0 
Palm Oil 150.6 70.9 
Tin 385.0 194.6 
Petroleum 92.7 49.7 
U.S. Share of Exports 279.5 138.8 
Value of Major Ex- 
ports to U.S. 
Rubber 60.4 28.3 
Tin and Tin-in- 
concentrates 132.2 68.2 
Palm Oil 20.3 11.6 
Sawn Timber iZ.@ 5.3 


U.S. Share of Imports 174.0 61.5 
Value of Major Im- 
ports from U.S. 
Machinery and 
Transport 84.7 s +109.2 
Chemicals 17.7 + 59.4 
Manufactured 
Goods 11.0 ‘ +122.4 
Food 5.3 4247.1 
Beverages and 
Tobacco 8.6 , ‘ + 7.9 


U.S. Trade Balance with 
Malaysia -105.6 ~77.3 





SUMMARY 


Strong world demand with corresponding high prices for 
Malaysia's primary commodities, especially rubber, timber, 
and palm oil, fueled an economic boom in the first half of 
1973. The boom is continuing. Export earnings were reinforced 
strongly by rapid expansion in private investment and consumption 
expenditures. On the basis of current trends, a growth rate of 
between 8 and 9 percent in real output is in prospect for the 
year i973. 


An undesirable side effect has been relatively serious 
inflation, a new phenomenon in Malaysia. The consumer price 
index for the first eight months was 7.6 percent higher than 
the same period of 1972. Wages generally lagged behind price 


increases. To alleviate the inflation squeeze the GOM granted 
a temporary tax-free relief allowance to its lower wage employees, 
and nearly all major companies and unions followed suit. 


Economic expansion should continue into 1974 if the oil 
crisis does not precipitate a downturn in the economies of 
Malaysia's best customers -- United States, E.E.C. countries 
and Japan. Although Malaysia's economy has diversified rapidly 
in the past three years, its economic fortunes are still wedded 
to export earnings from its primary commodities. 


Investment prospects for American businesses appear best 
in natural resources and commodities processing, and sophisticated 
manufactured products. Export potential is good for American 
capital equipment, producers' machinery, certain specialized 
equipment, and military hardware. High-caliber U. S. trade 
missions, such as the recent successful medical equipment group, 
can do substantial business in Malaysia. Malaysian trade dele- 
gations to the U. S., e. g., the wood products mission in October 
1973, result in significant benefits to the U. S. such as joint 
ventures and sales of American equipment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Exports Fuel Economic Boom 


Increased demand in the industrial countries and a general 
world shortage of primary commodities resulted in dramatic 
price increases and an upsurge of Malaysian export earnings, 
particularly of rubber, palm oil, and timber. A trade surplus 
of M$ 603.8 million was recorded in the first half of 1973, 
more than two and a half times the surplus for the entire year 
of 1972. 


Rubber earned M$ 1,015.5 million during the first half of 
this year, 64.1 percent higher than in the corresponding period 
of 1972, mainly because rubber prices averaged 57.2 percent 
higher. Additionally, widespread speculative demand primarily 
as a hedge against international monetary uncertainties was an 
important factor. Thus, increases in the amount of stockpile 
rubber released by the U. S. General Services Administration 
from 4,200 long tons to 10,000 long tons in July did not dampen 
prices. The United States with purchases of 81,000 tons re- 
mained the largest buyer followed by the Soviet Union, 69,600 
tons, the Peoples Republic of China, 60,500 tons, the United 
Kingdom, 60,000 tons, and Japan, 46,700 tons. 


Timber industry, with combined earnings of M$ 719.6 mil- 
lion in the first half of 1973 from the export of logs and sawn 
timber, is now the second largest foreign exchange earner after 
rubber. This position is likely to be maintained in the coming 
years. Export earnings from sawn logs increased by nearly 80 per- 
cent to reach M$ 472.1 million with the State of Sabah accounting 
largely for the increase. Exports of logs from Peninsular 
Malaysia were dampened by the export ban on ten major species 
of logs, which became effective from November 1972. Sawn timber 
export receipts reached M$ 247.5 million in the first half year, 
an increase in value of 124 percent over the corresponding 
period of 1972. All major buyers, except the United States, 
increased their purchases. The Netherlands replaced the United 
States as the largest single direct buyer of sawn timber. 


Palm oil prices rose steadily during the first six months 
of 1973 reaching a peak of M$ 879.2 per ton in June. Exports 
of palm oil were 15.5 percent higher than in the same period 
last year at 366,000 tons but lower prices early in the year 
resulted in export proceeds of only 10.7 percent higher at M$ 188.3 
million. As of the end of June virtually all of the output of 
Malaysian palm oil for the second half of 1973 had been sold for- 
ward. 





Tin export earnings at M$ 440.2 were 5.8 percent lower than 
the first half of 1972. The relatively poor performance of 
tin exports was largely due to the imposition of export con- 
trols by the International Tin Council. Revived consumer and 
speculative interest in the third quarter led to price gains 
with the price reaching an all-time high of M$ 836 per picul 
on November 24, 1973. 


Other major exports included crude and partly refined 
petroleum which declined marginally to M$ 118.8 million, mainly 
because of reduced re-exports of Brunei crude oil. Manufactured 
products at M$ 387 million were 70 percent higher than in the 
first half of 1972. The most significant growth was recorded 
in the export of machinery and transport equipment, wood products, 
textiles, clothing and footwear. The main export markets for 
processed wood products continued to be the United Kingdom, 

Japan, the United States and Singapore which together accounted 
for about 80 percent of total exports of the commodity. 


Manufacturing and Construction Spurt 
increased 

Manufacturing output/at an annual growth rate of 19.2 per- 
cent. A boom market for automobiles resulted in an all-time 
high six-month production of 18,074 units, 55 percent higher 
than the first half of 1972. A strong surge in construction 
resulted in skyrocketing land prices and shortages of steel bars, 
steel products, cement, and other construction materials. Out- 
put of textiles continued to expand rapidly, recording an annual 
growth rate of 34.6 percent in the first half year. Although 
currently suffering from a shortage of raw materials, the textile 
industry is expected to become a leading source for new em- 
ployment in the next few years. In the first half of 1973, 
203 applications were approved for the establishment of manu- 
facturing facilities with proposed investment of approximately 
M$ 600 million and potential of employment of about 33,000. 


Money Supply Expands; Government Expenditures Continue High 


Owing to a large balance of payments surplus and the strong 
expansion of bank loans, money supply and private sector liquidity 
increased substantially causing concern to the Central Bank in 
view of the continuing rise in consumer prices. In April 
lending and borrowing rates of commercial banks were raised by 
one-half of one percent, but both money supply and private 
sector liquidity continued to rise. In August further measures 
were instituted such as increased interest rates on fixed 
deposits with commercial banks, abolishment of maximum rates of 





interest on deposits by borrowing companies, and increase in 
the liquidity ratio for commercial banks from 20 to 25 percent. 


Three major monetary policy measures were taken by the 
GOM on May 8, 1973: (a) implementation of a nondiscriminatory 
system of exchange control regulations to apply uniformly to all 
countries outside Malaysia. This removed the bias in favor of 
the Sterling Area countries; (b) termination of the currency 
interchangeability between Malaysia and Singapore (similar 
arrangements with Brunei were terminated on May 22, 1973); and 
(c) establishment of a separate Malaysian Stock Exchange which 
was incorporated on July 2, 1973. 


In the first half of 1973, there was a slowdown in the 
GOM's budgetary operations after a period of strong expansion 
in the second half of 1972. Compared with the first half of 
1972, however, activities of the Federal Government were largely 
expansionary with an overall deficit of M$ 394 million versus a 
deficit of only M$ 168 million in the first six months of last 
year. The deficit was financed mainly by domestic borrowing. 
Development expenditure declined from M$ 869 million in the 
second half of 1972 to M$ 486 million in the first six months 
of 1973 due to a reduction in both direct development ex- 
penditure and lending by the Federal Government. 


Demand for More Imports 


Gross imports rose rapidly in the first half-year reflecting 
the booming economic conditions. If re-exports from Brunei are 
excluded, the annual rate of increase was 25.1 percent. Data 
for the current period are available only for Peninsular Malaysia 
which accounts for 86 percent of the total. 


Consumer goods, in line with the booming economic condi- 
tions, were 23.3 percent higher totalling M$ 579.4 million in 
the first six months of 1973 over the same period in 1972. 

Most of the increase was in food (mainly rice and dairy prod- 
ucts), certain consumption goods (such as textile fabrics), and 
most types of consumer durables. Intermediate goods increased 
by M$ 213.2 million or 28.5 percent over the corresponding 
period of 1972. The largest increases were motor parts for 
assembly, food items, chemicals, plastic materials, paper, 
textiles, construction materials, and fertilizers. Invest- 
ment goods, after adjustment for special items such as aircraft, 
commercial ships, and railway locomotives reached M$ 664.3 
million, an increase of 39.6 percent. Imports of iron and steel 
products, machinery for mining, construction and manufacturing, 





and electrical and telecommunications equipment were signi- 
ficantly higher than in the first half of 1972. 


Prices Climb Upward 


The upward pressure on domestic prices, which began in 
the second half of 1972, continued into 1973. The overall 
consumer price index for Peninsular Malaysia for the first 
eight months of 1973 increased 7.6 percent over the same period 
in 1972. The groups showing the largest increases were clothing 
and footwear 19.0 percent, food 10.7 percent, furniture, furnish- 
ings, household equipment and operation 10.6 percent and miscel- 
laneous goods and services 8.0 percent. 


To try and stabilize the prices of essential goods the 
GOM is subsidizing certain foodstuffs such as rice and sugar. 
Import quotas on about 60 items mainly consumer goods, electrical 
machinery and parts, and certain types of iron and steel were 
removed in August. Since then further reductions in tariffs 
and import duties have been made on certain essential goods and 
import restrictions lifted on such goods as cereal and flour, 
animal feeds, textiles, and clothing to hold down prices. 


Wages Lag Behind 


Thus far, wages have lagged significantly behind the 
spiralling price increases. In some industries, however, wages 
are tied to the price of the product produced. For example, 
the earnings of rubber tappers have increased from an average of 
M$ 4.30 per day to M$ 7.00 per day as a result of increases 
in the price of rubber to which wages are tied. The wages of 
lower income earners in both government and private industry 
have not kept pace with price rises. To relieve some of the 
inflationary pressures the GOM introduced a temporary tax-free 
relief allowance ranging from M$ 15 to M$ 30 for employees 
earning less than M$ 500 per month. Most private companies 
and unions have followed the lead of the GOM in providing similar 
allowances. 


Outlook for 1974 - Continuing Boom, However... 


Although rapid diversification of the economy has taken 
place over the past three years, Malaysia's economic fortunes 
still rise and fall with the export earnings of its primary 





commodities. As the Deputy Prime Minister, Datuk Hussein Onn, 
said recently, "A development of major significance to us is 

the increasing strength of the Malaysian natural rubber in- 
dustry on which the livelihood of 25 percent of our people de- 
pend." The dark cloud on the horizon is a possible downturn in 
the economies of Malaysia's major customers -- the United States, 
Japan, and the EC countries. Should this happen Malaysia would 
suffer significant economic shock waves, and Malaysia's boom ne- 
riod will be at an end. 


Nevertheless petroleum and gas will become increasingly 
important because of new finds in Malaysia and the material 
shortages which appear likely even with a slackening in the 
West will probably operate to Malaysia's benefit through good 
export prices. 


Import prices and probably the cost of living will no 
doubt continue to rise, although less rapidly than in 1973 
as foodstuffs and certain other items become more plentiful. 
Wages will move upward, but given the still substantial un- 
employment in Malaysia, wage increases will lag behind price 
rises. The top priority of the GOM remains to generate em- 
ployment rather than induce higher wages. 


IMPLICATIONS FOR THE UNITED STATES 


American investment is essential to the continued growth 
of U. S. export markets for technology, services, capital goods, 
and modern machinery and equipment which are the principal 
external requirements of Malaysia. 


Investment in Natural Resources 


Petroleum: The GOM has a policy of production sharing 
agreements. The agreements permit the investor to recover 
his investment profitably, and they provide a systematic 
method of regularized marketing. 


Timber: The GOM insists on strong local participation, 
especially in the cutting and clearing of forests where ma- 
jority local ownership is required. But downstream production 
arrangements are flexible and available to foreign investors. 


Mining: Concessions are strictly controlled and granted 
only under local concessionaire arrangements or joint ventures. 





Commodities: Opportunities exist in the processing of 
commodities such as tapioca, pepper, oil palm, fish, etc. 


Investment in Manufacturing Sector 


U. S. investment, which totals approximately US$ 400 mil- 
lion, is heavily concentrated in electronics, but also in- 
cludes pharmaceuticals, electrical products, instruments, 
air conditioning, cosmetics, auto assembly, food processing, 
and chemical products. A stable political environment, good 
infrastructure, and competitive wages remain as strong in- 
ducements to investors in the manufacturing sector. 


Electronics: Thirty U.S. companies have invested in the 
manufacture of electronic components. The GOM now is encourag- 


ing electronic companies to locate in rural areas by offering 
additional investment incentives. 


Textiles: This industry appears on the edge of significant 
growth. While U. S. direct investment may be minor, potential 
exists for significant machinery sales. 


Materials processing: This area should be given priority 
attention for American investment, for example, in wood processing, 


paper, paper products, pulp mills, oil refining, petrochemicals. 


Sales of U.S. Equipment 


U. S. dollar depreciation, about 30 percent since 1971, 
has enhanced the U. S. competitive price position for American 
exports. U. S. export sales are improving, probably 50 per- 
cent higher in 1973 over 1971, but a substantial trade deficit 
with Malaysia still exists. 


The best opportunities for U. S. exports are: 


timber and wood processing equipment and supplies, 

land clearance and road building and construction 
equipment, 

military equipment and hardware, 

port development -- containerization and cargo handling 
equipment, 

commercial aircraft, airport development, communications 
and flight control equipment, 

specialized equipment such as medical equipment and tele- 
communications equipment. 





MANUFACTURERS... 


MARKET SHARE REPORTS 


74 Country Reports 
$3 each 


1,109 Commodity Reports 
$3 for 1 to 5 reports 
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